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Assets	 	 	 Liabilities	 	
Current	Assets	 	 	 Current	Liabilities	 	
Cash	 	$426.00		 	 Accounts	Payable	 	$26,440.00		
Accounts	Receivable	 	99,400.00		 	 Notes	Payable	 	380,000.00		
Allowance	for	Bad	Debts	 	(994.00)	 	 Interest	Payable	 	6,650.00		




	 	 	 	
Land	 	70,000.00		 	 Stockholder's	Equity	 	
Building	 	350,000.00		 	 Common	Stock	 	160,000.00		
Accumulated	
Depreciation-Building	
	(10,000.00)	 	 Retained	Earnings	 	69,542.00		
























Assets	 	 	 Liabilities	 	
Current	Assets	 	 	 Current	Liabilities	 	
Cash	 	$7,835.00		 	 Accounts	Payable	 	$26,440.00		
Accounts	Receivable	 	99,400.00		 	 Notes	Payable	 	380,000.00		
Allowance	for	Bad	Debts	 	(4,970.00)	 	 Interest	Payable	 	6,650.00		
Inventory	 	51,000.00		 	 Lease	Payable	 	83,360.00		
Property,	Plant,	and	Equipment	 	 Total	Liabilities	 	496,450.00		
Land	 	70,000.00		 	 	 	
Building	 	350,000.00		 	 Stockholder's	Equity	 	
Accumulated	
Depreciation-Building	
	(10,000.00)	 	 Common	Stock	 	160,000.00		










	(11,500.00)	 	 	 		




































	 	 	 Assets	 	 	 	
	 Cash	 Accounts	
Receivables	
Inventory	 Land	 Building	 Equipment	
No.	1	 $160,000.00	 	 	 	 	 	
No.	2	 400,000.00	 	 	 	 	 	
No.	3	
	
(420,000.00)	 	 	 70,000.00	 350,000.00	 	
No.	4	 (80,000.00)	 	 	 	 	 80,000.00	
No.	5	 	 	 239,800.00	 	 	 	
No.	6	 	 398,500.00	 	 	 	 	
No.	7	 299,100.00	 (299.100.00)	 	 	 	 	
No.	8	 (213,360.00)	 	 	 	 	 	
No.	9	 (41,000.00)	 	 	 	 	 	
No.	10	 (34,200.00)	 	 	 	 	 	
No.	11	 (23,200.00)	 	 	 	 	 	
No.	12	 	 	 	 	 	 	















No.	1	 	 	 	 	 $160,000.00	 	
No.	2	 	 400,000.00	 	 	 	 	
No.	3	
	
	 	 	 	 	 	
No.	4	 	 	 	 	 	 	
No.	5	 239,800.00	 	 	 	 	 	
No.	6	 	 	 	 	 	 398,500.00	
No.	7	 	 	 	 	 	 	
No.	8	 (213,360.00)	 	 	 	 	 	
No.	9	 	 (20,000.00)	 	 	 	 (21,000.00)	
No.	10	 	 	 	 	 	 (34,200.00)	
No.	11	 	 	 	 	 	 (23,200.00)	
No.	12	 	 	 6,650.00	 	 	 (6,650.00)	
	











	 	 	 Assets	 	 	 	
	 Cash	 Accounts	
Receivables	
Inventory	 Land	 Building	 Equipment	
No.	1	 $160,000.00	 	 	 	 	 	
No.	2	 400,000.00	 	 	 	 	 	
No.	3	
	
(420,000.00)	 	 	 70,000.00	 350,000.00	 	
No.	4	 (80,000.00)	 	 	 	 	 80,000.00	
No.	5	 	 	 239,800.00	 	 	 	
No.	6	 	 398,500.00	 	 	 	 	
No.	7	 299,100.00	 (299.100.00)	 	 	 	 	
No.	8	 (213,360.00)	 	 	 	 	 	
No.	9	 (41,000.00)	 	 	 	 	 	
No.	10	 (34,200.00)	 	 	 	 	 	
No.	11	 (23,200.00)	 	 	 	 	 	
No.	12	 	 	 	 	 	 	















No.	1	 	 	 	 	 $160,000.00	 	
No.	2	 	 400,000.00	 	 	 	 	
No.	3	
	
	 	 	 	 	 	
No.	4	 	 	 	 	 	 	
No.	5	 239,800.00	 	 	 	 	 	
No.	6	 	 	 	 	 	 398,500.00	
No.	7	 	 	 	 	 	 	
No.	8	 (213,360.00)	 	 	 	 	 	
No.	9	 	 (20,000.00)	 	 	 	 (21,000.00)	
No.	10	 	 	 	 	 	 (34,200.00)	
No.	11	 	 	 	 	 	 (23,200.00)	
No.	12	 	 	 6,650.00	 	 	 (6,650.00)	
	





































































































Balances:	Part	A	 	$47,340.00		 	$99,400.00		 	 	
$239,800.00		
Part	B(1)	Bad	Debts	 	 	 	(994.00)	 	
Part	B	(2)	COGS	 	 	 	 	
(177,000.00)	
Part	B	(3)	Depreciation		 	 	 	
Building	 	 	 	 	
Equipment	 	 	 	 	
Part	B	(4)	
Equipment	
	 	 	 	
Rental	Payment	 	(16,000.00)	 	 	 	
Part	B	(5)	Income	
Tax	
	(30,914.00)	 		 		 		



















	 	 Assets	 	 	 	








$70,000.00	 $350,000.00	 	 $80,0000	 	
Part	B(1)	
Bad	Debts	
	 	 	 	 	
Part	B(2)	
COGS	
	 	 	 	 	
Part	B(3)	
Depreciation	
	 	 	 	 	
Building	 	 	 (10,000.00)	 	 	
Equipment	 	 	 	 	 (9,000)	
Part	B(4)	
Equipment	
	 	 	 	 	
Rental	
Payment	
	 	 	 	 	
Part	B(5)	
Income	Tax	
	 	 	 	 	































$26,440.00	 $6,650.00	 $380,000.00	 $160,000.00	 $313,450.00	
Part	B(1)	Bad	
Debts	
	 	 	 	 (944.00)	
Part	B(2)	
COGS	
	 	 	 	 (177,000.00)	
Part	B(3)	
Depreciation	
	 	 	 	 	
Building	 	 	 	 	 (10,000.00)	
Equipment	 	 	 	 	 (9,000.00)	
Part	B(4)	
Equipment	
	 	 	 	 	
Rental	
Payment	
	 	 	 	 (16,000.00)	
Part	B(5)	
Income	Tax	
	 	 	 	 (30,914.00)	


























Balances:	Part	A	 	$47,340.00		 	$99,400.00		 	 	$239,800.00		
Part	B(1)	Bad	
Debts	
	 	 	(4,970.00)	 	
Part	B	(2)	COGS	 	 	 	 	(188,800.00)	
Part	B	(3)	Depreciation		 	 	 	
Building	 	 	 	 	
Equipment	 	 	 	 	
Part	B	(4)	
Equipment	
	 	 	 	
Lease		 	 	 	 	
Lease	Payment	 	(16,000.00)	 	 	 	
Depreciation	 	 	 	 	
Part	B	(5)	Income	
Tax	
	(23,505.00)	 		 		 		















	 	 	 Assets	 	 	 	 	













$70,000.00	 $350,000.00	 	 $80,000.00	 	 	 	
Part	B(1)	
Bad	Debts	
	 	 	 	 	 	 	
Part	B(2)	
COGS	
	 	 	 	 	 	 	
Part	B(3)	
Depreciation	
	 	 	 	 	 	 	
Building	 	 	 (10,000.00)	 	 	 	 	
Equipment	 	 	 	 	 (20,000.00)	 	 	
Part	B(4)	
Equipment	
	 	 	 	 	 	 	
Lease	 	 	 	 	 	 92,000.00	 	
Lease	
Payment	
	 	 	 	 	 	 	
Depreciation	 	 	 	 	 	 	 (11,500.00)	
Part	B(5)	
Income	Tax	
	 	 	 	 	 	 	
	



























$26,440.00	 $6,650.00	 $380,000.00	 	 $160,000.00	 $313,450.00	
Part	B(1)	Bad	
Debts	
	 	 	 	 	 (4,970.00)	
Part	B(2)	
COGS	
	 	 	 	 	 (188,800.00)	
Part	B(3)	
Depreciation	
	 	 	 	 	 	
Building	 	 	 	 	 	 (10,000.00)	
Equipment	 	 	 	 	 	 (20,000.00)	
Part	B(4)	
Equipment	
	 	 	 	 	 	
Lease	 	 	 	 92,000.00	 	 	
Lease	
Payment	
	 	 	 (8,640.00)	 	 (7,360.00)	
Depreciation	 	 	 	 	 	 (11,500.00)	
Part	B(5)	
Income	Tax	
	 	 	 	 	 (23,505.00)	




























































































































































































































































































































































































































































































































































































































1) Bad	Debt	Expense	 	 	 26	




2) Provision	for	Bad	and	Doubtful	Debts	 	 20	































































Provision	for	Sales	Returns	 	 	 425	
- Sales	returns	and	allowances	is	an	income	statement	account.	
- Provision	for	sales	returns	is	a	balance	sheet	account.		
2) Provision	for	Sales	Returns	 	 443	




































1) Accounts	Receivable	 	 	 6,049	
Sales		 	 	 	 	 	 6,049	
	
2) Cash	 	 	 	 	 6,090	











































































































































































































































































































































































































































































































Cash	 	 	 	 	 	 €1,655	
	 Accumulated	Depreciation	 	 	 €12,298	
	 	 Property,	plant,	and	equipment	 	 	 €13,799	








































































































































	 Cash	 	 	 	 €7,500	
	 Accumulated	Depreciation	 €1,880	
	 Loss	on	Sale	 	 	 €1,293	






































	 Cash	 	 	 	 €7,500	
	 Accumulated	Depreciation	 €4,269	
	 	 Gain	on	Sale	 	 	 	 €1,096	


















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































	 	 Long-term	debt,	less	current	maturities	 	 6,185,633	
	 	 Lease	financing	obligations,	less	current	
	 	 	 Maturities	 	 	 	 	 133,764	



































	 Cash	 	 	 	 500,000	



















	 Interest	Expense	 	 37,500	























	 Notes	Payable		 	 500,000	




























































	 Interest	Expense	 	 	 39,143	
	 	 Discount	on	Notes	Payable	 	 	 705	

































	 Cash	 	 	 	 402,620	
Discount	on	Notes	Payable	 7,380	







































































6/30/09	 	 	 	 402620.00	 0.101212	
6/30/10	 39975.00	 40749.98	 774.98	 403394.98	 0.101212	
6/30/11	 39975.00	 40828.41	 853.41	 404248.39	 0.101212	
6/30/12	 39975.00	 40914.79	 939.79	 405188.18	 0.101212	
6/30/13	 39975.00	 41009.91	 1034.91	 406223.08	 0.101212	
6/30/14	 39975.00	 41114.65	 1139.65	 407362.73	 0.101212	
6/30/15	 39975.00	 41230.00	 1255.00	 408617.73	 0.101212	











	 Interest	Expense	 	 	 27,267	
	 	 Discount	on	Notes	Payable	 	 	 517	






























































































































































































































	 Retained	Earnings	 	 	 	 3,310.7	
	 	 	 Dividends	Payable	 	 	 	 3.4	




























































































































































































































































	 Cash	 	 	 	 1	





	 Cash	 	 	 	 1	




















	 Fair	Value	Adjustment	–	trading	 	 1	











































	 Cash	 	 	 	 1	





	 Cash	 	 	 	 1	












	 Fair	value	adjustment-	Available-For-Sale	 	 1	




































































































































































































































































































	 	 Investment	in	Available-for-Sale		 	 60,812	








































	 Cash	 	 	 	 	 	 	 5,399	 	
	 	
	 Unrealized	Pre-tax	Gains	 	 	 	 67	
	 	 Realized	Gains	on	Available-for-Sale	 	 	 55	
	 	


































































































































































































































































































































































































	 	 Income	Tax	Expense	 	 	 	 9,393	
	 	 Deferred	Tax	Asset,	net	 	 	 8,293	








































	 	 Income	Tax	Expense	 	 	 9,393	
	 	 Deferred	Tax	Asset	 	 	 8,002	
	 	 Deferred	Tax	Liability	 	 	 291	
	 	 	 	 Income	Tax	Payable	 	 	 17,686	
The	debit	to	the	income	tax	expense	account	is	the	same	as	the	previous	
journal	entry	because	ZAGG	is	still	recording	the	same	amount	of	income	tax	
expense.	We	debit	the	deferred	tax	asset	account	because	the	amount	has	
increased.	To	calculate	this	number,	we	look	at	the	third	table	in	Note	8,	and	
consult	the	row	titled	“Total	deferred	tax	assets”.	Then	we	take	the	
difference	between	the	amounts	in	years	2011	and	2012,	so	the	calculation	
is	14,302	–	6,300	=	8,002	(in	thousands).	Since	the	amount	has	increased	
from	2011	to	2012,	then	we	know	the	deferred	tax	asset	increased	and	
should	be	debited.	Also,	we	know	that	the	overall	net	deferred	tax	asset	
increased,	so	that	means	the	individual	deferred	tax	asset	must	increase	as	
well.	We	debit	the	deferred	tax	liability	because	the	amount	has	decreased	
from	2011	to	2012	when	we	look	at	the	third	table	in	Note	8.	A	debit	to	a	
deferred	tax	liability	means	that	some	of	the	deferred	tax	liability	is	being	
reversed.	To	calculate	this	amount,	we	take	the	difference	between	the	
amounts	in	the	third	table	of	Note	8,	so	the	calculation	is	(in	thousands)	
1,068	–	794	=	292.	However,	due	to	rounding	errors	and	to	make	our	journal	
entry	balance,	we	round	this	number	to	$291	thousand.	The	credit	to	the	
income	tax	payable	account	is	increasing	the	liability,	and	this	is	the	amount	
that	ZAGG	actually	owes	in	taxes.	This	is	the	same	amount	that	was	used	in	
the	previous	journal	entry,	and	it	is	located	in	Note	8	in	the	first	table.	Again,	
this	is	a	current	liability	because	it	is	the	amount	that	ZAGG	must	pay	for	the	
current	year.	
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iii. The	second	table	in	Note	8	provides	a	reconciliation	of	income	taxes	
computed	using	the	federal	statutory	rate	(35%)	to	income	taxes	
computed	using	ZAGG’s	effective	tax	rate.	Calculate	ZAGG’s	2012	effective	
tax	rate	using	the	information	provided	in	their	income	statement.	What	
accounts	for	the	difference	between	the	statutory	rate	and	ZAGG’s	
effective	tax	rate?	
	
The	effective	tax	rate	is	39.3%	To	calculate	this	amount,	we	take	the	income	
tax	expense	divided	by	the	pretax	income.	The	calculation	is	(in	thousands):	
	 	 9,393/23,898	=	.393	=	39.3%	
Both	of	the	values	in	the	calculation	can	be	found	in	ZAGG’s	income	
statement.	The	income	tax	expense	is	found	on	the	row	called	“Income	tax	
provision”,	and	the	pretax	income	is	found	on	the	row	called	“Income	before	
provision	for	income	taxes”.		The	effective	tax	rate	is	different	from	the	
statutory	tax	rate	because	the	effective	tax	rate	is	the	actual	amount	of	our	
income	that	we	pay	in	taxes.	In	general,	the	amount	we	pay	in	taxes	can	
differ	due	to	items	such	as	tax	deductions,	tax	credits,	temporary	
differences,	permanent	differences,	or	using	foreign	tax	rates.	For	ZAGG	
specifically,	we	can	look	at	the	second	table	in	Note	8	and	see	that	the	
differences	could	be	due	to	deductions,	non-domestic	production	activities,	
or	the	federal	surcharge	rate.	
	
iv. According	to	the	third	table	in	Note	8	–	Income	Taxes,	ZAGG	had	a	net	
deferred	income	tax	asset	balance	of	$13,508,000	at	December	31,	2012.	
Explain	where	this	amount	appears	on	ZAGG’s	balance	sheet.	
	
The	net	deferred	income	tax	asset	of	$13,508	thousand	was	found	by	
netting	the	total	deferred	tax	assets	with	the	total	deferred	tax	liabilities.	In	
the	third	table	in	Note	8,	we	see	that	the	total	deferred	tax	assets	are	
$14,302	thousand,	and	that	the	total	deferred	tax	liabilities	is	$794	
thousand.	Since	we	have	more	deferred	tax	assets	than	deferred	tax	
liabilities,	we	know	that	the	net	amount	will	be	a	deferred	tax	asset.	The	
calculation	for	the	total	net	deferred	tax	asset	is	(in	thousands)	14,302	–	794	
=	13,508.	This	amount	is	net	of	both	deferred	tax	liabilities,	as	well	as	net	of	
the	valuation	allowance	for	deferred	tax	assets.	The	amount	can	be	
confirmed	in	ZAGG’s	balance	sheet.	On	the	balance	sheet,	there	are	two	
different	rows	referring	to	deferred	tax	assets,	and	this	is	because	one	is	the	
current	portion	and	one	is	the	noncurrent	portion	of	the	deferred	tax	asset.	
The	current	portion	is	$6,912	thousand,	and	the	noncurrent	portion	is	
$6,596.	Therefore,	when	we	add	these	two	amounts	together	(6,912	+	6,596	
=	13,508),	we	get	the	net	deferred	tax	asset	balance	of	$13,508	thousand.	A	
current	deferred	tax	asset	is	expected	to	be	utilized	or	reversed	in	the	next	
twelve	months,	while	a	noncurrent	deferred	tax	asset	will	not	be	reversed	
for	a	period	of	longer	than	a	year.	
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Olivia	Hamilton	
Case	12:	Apple	Inc.	–	Revenue	Recognitions	
Dr.	Dickinson	
ACCY	420	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
The	Honor	Code:	
“On	my	Honor,	I	pledge	that	I	have	neither	given,	received,	nor	witnessed	any	
unauthorized	help	on	this	case.”	
Signed:	Olivia	Hamilton	
	 119	
1)	Executive	Summary	
	 Apple	is	probably	one	of	the	best-known	companies	in	the	world	in	society	
today.	It	is	well	known	for	its	products	including	laptops,	desktops,	cell	phones,	
softwares,	and	iPods.	The	company	is	always	coming	out	with	new	and	innovative	
products	that	are	changing	the	world.	In	this	case,	Apple	provided	their	financial	
statements,	which	include	the	income	statement,	the	balance	sheet,	the	statement	of	
shareholders’	equity,	the	statement	of	cash	flows,	and	the	notes	to	the	financial	
statements.	With	this	case,	the	most	important	information	was	found	in	the	notes	to	
the	financial	statements	because	it	provides	all	the	details	about	Apple’s	revenue	
recognition	procedures.	
	 With	the	new	changes	in	the	revenue	recognition	rules	in	the	ASC	606,	this	case	
is	more	relevant	than	ever.	It	was	very	helpful	to	take	what	I	have	learned	about	the	
rules	and	apply	them	to	a	real	company.	I	feel	more	confident	in	my	ability	to	know	and	
understand	these	rules	and	apply	them	in	the	work	force.	When	I	am	going	through	a	
client’s	financial	information,	one	of	the	key	components	to	look	for	is	to	make	sure	the	
company	is	recognizing	revenue	properly.	This	case	has	helped	me	to	understand	the	
importance	of	companies	abiding	by	these	rules	and	remaining	ethical	when	reporting	
their	information.	Revenue	recognition	is	going	to	always	be	a	major	part	of	an	
accountant’s	career,	so	I	feel	that	I	have	dived	deep	into	the	rules	and	an	example	of	a	
company	in	order	to	have	a	better	grasp	on	this	new	change	in	the	profession.		
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2)	Concepts	
a. In	your	own	words,	define	“revenues.”	Explain	how	revenues	are	different	
from	“gains.”	
	
Revenues	are	the	increases	in	equity	that	are	due	to	the	core	operations.	It	is	
income	that	is	ordinary	and	consistent	every	period.	These	would	include	sales	
of	the	goods	or	services	that	the	company	provides.	Gains	are	increases	in	
income	from	activities	outside	the	core	operations	of	the	business.	These	
increases	in	equity	are	not	regular	and	not	recurring	every	period.	An	example	of	
a	gain	would	be	when	a	company	sells	a	piece	of	equipment,	that	they	use	in	
their	production,	for	more	than	the	equipment’s	book	value.	The	company	is	not	
in	the	business	of	selling	equipment,	but	they	still	have	a	form	of	increase	in	
equity	from	this	transaction.	It	is	important	to	distinguish	between	revenues	and	
gains	because	it	shows	the	company	and	investors	what	income	is	regular	and	
what	income	was	just	a	one-time	occurrence.	This	allows	for	more	predictability	
when	it	comes	to	the	financial	statements	and	future	period	because	the	
company	should	expect	to	earn	similar	revenues,	but	not	expect	to	earn	similar	
gains	every	period.		
		
b. Describe	what	it	means	for	a	business	to	“recognize”	revenues.	What	specific	
accounts	and	financial	statements	are	affected	by	the	process	of	revenue	
recognition?	Describe	the	revenue	recognition	criteria	outline	in	the	FASB’s	
Statement	of	Concepts	No.	5.	
	
In	order	for	a	business	to	recognize	revenue,	they	must	have	fulfilled	the	
obligation	promised	to	the	customer.	Revenue	can	only	be	recognized	when	the	
income	is	actually	earned	by	the	company.	For	example,	if	a	customer	prepays	
for	a	service	from	a	company,	this	sale	is	accounted	for	as	unearned	revenue,	
which	is	a	liability	account,	until	the	company	performs	the	service	for	the	
customer.	Very	recently,	there	has	been	new	revenue	recognition	rules	placed	
into	effect.	It	has	only	just	gone	into	effect	for	public	companies	in	December	of	
2017,	and	it	will	go	into	effect	for	non-public	companies	in	December	of	2018.	
These	revenue	recognition	rules	apply	to	contracts	with	customers	and	use	an	
asset-liability	approach.	These	steps	can	be	found	in	the	codification	ASC	606.	
The	first	step	of	the	process	is	to	identify	the	contract	with	the	customer.	This	
contract	must	follow	all	the	legal	rules	of	forming	a	contract.	Next,	the	company	
must	identify	the	performance	obligation.	A	performance	obligation	is	the	good	
or	service	that	the	company	is	contractually	obligated	to	provide	to	is	customer.	
This	can	consist	of	multiple	performance	obligations,	in	which	case	the	revenue	
must	be	allocated	to	each	performance	obligation.	The	third	step	is	to	identify	
the	transaction	price.	This	is	the	amount	the	company	can	be	expected	to	
receive	from	its	customer	in	exchange	for	the	good	or	service.	The	fourth	step	is	
to	allocate	the	transaction	price.	If	there	is	only	one	performance	obligation,	
then	the	entire	transaction	price	is	allocated	to	that	single	obligation.	However,	
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like	previously	stated,	a	contract	may	consist	of	more	than	one	performance	
obligation.	In	this	case,	the	company	must	take	the	total	transaction	price	
identified	earlier	and	allocate	it	to	each	performance	obligation	based	on	their	
fair	values.	The	fair	value	is	determined	by	measuring	or	estimating	how	much	
the	good	or	service	would	sell	for	on	its	own.	The	individual	fair	value	is	then	
divided	by	the	total	of	the	fair	values	of	all	of	the	performance	obligation.	This	
percent	is	then	multiplied	by	the	transaction	price	in	order	to	determine	the	
amount	to	allocate	to	that	specific	performance	obligation.	The	last	step	in	the	
process	is	to	recognize	the	revenue	when	the	performance	obligation	has	been	
completely	satisfied.	A	company	can	determine	if	the	performance	of	the	
obligation	has	been	met	when	they	have	completed	the	service	promised	or	the	
control	of	the	good	has	exchanged	to	the	customer.	Lastly,	it	is	important	for	the	
company	to	know	that	the	collection	of	the	money	from	the	sale	is	probable.	
This	is	to	ensure	that	Apple	will	receive	the	payment	it	has	earned	in	the	future.			
	
The	accounts	that	are	affected	by	the	recognition	of	revenue	are	assets,	either	
cash	or	accounts	receivable,	which	is	recorded	at	the	time	of	the	sale.	Also,	a	
liability	account	called	unearned	revenue	could	be	affected	if	performance	
obligation	is	not	met	at	the	time	of	the	sale.	In	this	case,	the	company	would	
increase	their	liabilities	until	the	obligation	is	met.	Lastly,	revenue	recognition	
would	increase	the	equity	account	revenue	once	the	performance	obligation	has	
been	satisfied	and	the	company	has	recognized	the	revenue.	The	financial	
statements	that	are	affected	are	the	income	statement	when	the	revenue	is	
recognized	because	that	is	increasing	net	income.	Also,	it	affects	the	balance	
sheet	because	the	assets	are	increasing,	and	if	there	is	unearned	revenue,	then	
the	liabilities	are	also	increasing.	Also,	when	the	revenue	is	recognized,	it	will	be	
closed	out	to	retained	earnings	at	the	end	of	the	year	which	will	increase	the	
equity	section	of	the	balance	sheet.	Lastly,	when	the	revenue	is	recognized,	it	
will	affect	the	statement	of	cash	flows	because	the	net	income	is	a	part	of	the	
cash	flows	from	operations	section	in	the	financial	statement.		
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c. Refer	to	the	Revenue	Recognition	discussion	in	Note	1.	In	general,	when	does	
Apple	recognize	revenue?	Explain	Apple’s	four	revenue	recognition	criteria.	Do	
they	appear	to	be	aligned	with	the	revenue	recognition	criteria	you	described	
in	part	b,	above?	
	
In	general,	Apple	recognizes	revenue	when	the	product	has	shipped	and	the	
transfer	of	risk	has	occurred.	According	to	Apple’s	most	recent	10-K,	Apple	
recognizes	revenue	when	there	is	persuasive	evidence	of	an	arrangement	exists,	
delivery	has	occurred,	the	sales	price	is	fixed	or	determinable,	and	collection	is	
probable.	This	does	apply	to	the	criteria	of	ASC	606	that	are	listed	above.	The	
evidence	that	an	arrangement	exists	is	the	same	as	identifying	that	a	contract	
has	been	made.	When	delivery	has	occurred,	this	is	when	the	performance	
obligation	has	occurred	so	Apple	is	able	to	recognize	the	revenue.	The	fact	that	
the	sales	price	is	fixed	or	determinable	is	the	same	as	the	steps	of	identifying	and	
allocating	the	transaction	price.	This	lets	the	company	know	how	much	they	
should	expect	to	earn	from	the	transaction.	Lastly,	Apple	wants	to	know	that	
collection	is	probable	because	it	is	important	to	know	that	the	company	will	
actually	receive	the	money	that	is	associated	with	the	revenue.	All	of	the	points	
in	Apple’s	revenue	recognition	criteria	agree	very	well	with	the	ASC	606,	so	it	is	
clear	that	Apple	is	abiding	by	the	revenue	recognition	rules.	
	
d. What	are	multiple-element	contracts	and	why	do	they	pose	revenue	
recognition	problems	for	companies?	
	
Multiple-element	contracts	are	contracts	with	customers	that	consist	of	more	
than	one	performance	obligation.	Like	stated	previously,	when	this	occurs,	the	
company	must	allocate	the	transaction	price	based	on	each	obligation’s	fair	
value.	These	contracts	pose	problems	for	revenue	recognition	because	the	
transaction	price	must	be	allocated,	as	well	as	there	might	be	timing	differences	
as	to	when	the	revenue	can	be	recognized.	Under	the	accrual	method,	the	
revenue	is	recognized	when	the	performance	obligations	have	been	satisfied,	so	
if	a	contract	has	multiple	elements,	then	each	might	be	satisfied	at	different	
times.	Therefore,	the	company	can	only	recognize	the	amount	of	revenue	
allocated	to	that	specific	performance	obligation	at	that	time.	For	example,	if	a	
company	sells	a	dishwasher	to	a	customer	and	along	with	this	dishwasher,	the	
customer	purchases	the	installation	of	the	dishwasher	as	well	as	a	two-year	
warranty	on	the	dish	washer.	The	company	would	have	to	first	allocate	the	
transaction	price	to	each	of	these	aspects	of	the	contract,	and	then	recognize	
revenue	when	each	obligation	is	satisfied.	The	sale	of	the	dish	washer	is	satisfied	
when	the	customer	gains	control	of	the	dish	washer,	which	could	be	when	it	is	
delivered	to	his	house.	The	company	can	recognize	the	revenue	from	the	
installation	when	they	successfully	install	the	dish	washer	in	the	customer’s	
house.	Lastly,	the	company	will	recognize	the	warranty	revenue	when	it	fulfills	
the	liability	or	at	the	end	of	the	two	years	when	the	warranty	has	expired,	
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meaning	that	the	company	has	satisfied	the	entire	warranty	liability.	The	
company	cannot	recognize	the	entire	revenue	for	all	three	obligations	when	the	
good	transfers	control	because	at	that	time	two	of	the	obligations	are	still	not	
completed.	This	would	lead	to	an	incorrect	matching	of	revenues	in	the	financial	
statements	because	revenues	can	only	be	recognized	when	it	is	earned.	In	
Apple’s	case,	they	allocate	revenue	based	on	the	sales	price	of	each	of	the	
individual	elements	of	the	contract.	Apple	will	recognize	revenue	on	each	
individual	product	when	their	respective	performance	obligation	has	been	met.		
	
e. In	general,	what	incentives	do	managers	have	to	make	self-serving	revenue	
recognition	choices?	
	
Managers	do	well	when	the	company	does	well.	Therefore,	as	the	company	
earns	more	revenues,	the	managers	do	better.	Managers	have	incentives	to	do	
whatever	it	takes	to	earn	the	most	revenues	possible	in	order	to	meet	goals	or	
opportunities	that	the	company	offers.	If	managers	earn	more	money	when	they	
meet	a	certain	sales	goal,	then	they	will	do	whatever	it	takes	to	meet	these	
goals.	These	incentives	can	lead	to	managers	ignoring	the	rules	of	revenue	
recognition	so	that	they	can	present	revenues	in	the	best	light	for	themselves.	
However,	ignoring	the	rules	set	in	place	by	GAAP	can	cause	the	company	to	get	
themselves	in	a	lot	of	trouble.	An	example	would	be	if	a	manager	got	a	bonus	if	
he	met	a	certain	revenue	goal	for	the	period.	Let’s	say	the	manager	is	just	short	
of	meeting	his	goal.	He	made	a	sale,	but	the	contract	will	not	be	fulfilled	until	the	
next	period,	so	technically	the	manager	is	not	allowed	to	recognize	the	revenue.	
However,	he	could	go	against	the	rules	and	recognize	the	revenue	when	the	
contract	was	formed	just	to	meet	his	goal.	This	is	considered	fraud	and	against	
the	rules,	but	it	is	an	occurrence	that	can	happen	when	it	comes	to	self-serving	
revenue	recognition	choices.	On	the	other	hand,	self-serving	revenue	recognition	
choices	do	not	always	do	not	have	always	highlight	a	bad	action.	If	managers	
have	an	incentive,	such	as	a	bonus	for	reaching	certain	revenue	goals,	then	this	
could	encourage	the	managers	to	make	sure	that	all	of	the	performance	
obligations	of	the	contract	are	fulfilled	in	a	timely	manner	so	that	the	revenue	is	
able	to	be	recognized.	Lastly,	a	manager	should	want	the	company	that	he	works	
for	to	succeed,	so	he	has	an	incentive	to	keep	the	company	profitable,	which	is	
done	by	earning	and	recognizing	revenues.		
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3)		Process	
f. Refer	to	Apple’s	revenue	recognition	footnote.	In	particular,	when	does	the	
company	recognize	revenue	for	the	following	types	of	sales?	
	
i. iTunes	songs	sold	online.	
	
Songs	on	iTunes	are	considered	third	party	content;	therefore,	Apple	
does	not	have	control	over	setting	the	prices	of	these	products.	Because	
of	this,	Apple	recognizes	revenue	on	a	net	basis.	Apple	only	earns	income	
on	the	sale	of	songs	through	commissions.	The	main	percent	of	the	cost	
goes	to	the	third	party,	such	as	the	artist.	Apple,	therefore,	only	
recognizes	revenue	on	this	commission.	Since	when	a	customer	
purchases	a	song	on	iTunes	the	song	is	made	immediately	available	to	
them,	Apple	can	recognize	revenue	at	the	time	of	the	sale.	Apple	is	not	
responsible	for	any	recognition	of	the	revenue	earned	by	the	third	party.	
This	follows	the	codification	because	a	contract	is	made	when	the	
customer	chooses	to	buy	the	song,	and	the	performance	obligation	is	met	
when	the	is	bought	and	available	in	the	customer’s	iTunes	library.	At	the	
time	of	purchase,	the	customer	has	accepted	the	asset	and	Apple	has	the	
right	to	payment.	Both	of	these	are	change	in	control	indicators,	so	it	
proves	that	revenue	recognition	may	occur.		
	
ii. Mac-branded	accessories	such	as	headphones,	power	adaptors,	and	
backpacks	sold	in	the	Apple	stores.	What	if	the	accessories	are	sold	
online?	
	
Sale	of	Mac-branded	accessories	are	recognized	as	revenue	when	the	
product	has	shipped	to	the	customer	or	the	customer	has	purchased	the	
product	in	the	store	and	has	left	with	it.	In	both	instances,	this	is	when	
Apple	transfers	the	title	and	the	risk	of	the	product,	so	they	can	call	the	
performance	obligation	satisfied	and	recognized	the	revenue.	If	the	
products	are	bought	online	and	then	shipped	to	the	customer,	Apple	
treats	this	transaction	slightly	different.	Apple	does	not	recognize	
revenue	on	the	sale	until	the	product	is	delivered	to	the	customer.	This	is	
because	Apple	still	bears	some	of	the	risk	related	to	the	product,	so	it	is	
not	until	all	of	this	risk	has	been	transferred	to	the	customer	that	the	
performance	obligation	has	been	met.	One	of	the	change	in	control	
indicators	is	that	the	customer	has	the	risks	and	the	rewards	that	come	to	
the	ownership	of	the	
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iii. iPods	sold	to	a	third-party	reseller	in	India.	
	
Revenue	is	recognized	when	Apple	fulfills	the	order	of	the	third-party	
reseller.	Apple	treats	this	like	a	normal	sale,	and	the	third-party	reseller	is	
like	an	ordinary	customer.	Therefore,	Apple	recognizes	revenue	when	the	
product	has	shipped	or	have	been	delivered	the	third-party.	It	will	
depend	on	who	has	the	assumption	of	the	risk.	Once	Apple	has	
transferred	the	risk	and	reward	of	the	products	to	the	third-party,	it	may	
recognize	the	revenue	for	the	gross	amount	for	all	the	products	that	the	
reseller	purchased.	This	follows	the	change	in	control	when	the	customer	
assumes	the	risk	of	the	products.		
	
iv. Revenue	from	gift	cards.		
	
When	a	customer	purchases	a	gift	card,	Apple	records	a	deferred	revenue	
because	the	performance	obligation	has	been	met.	The	performance	
obligation	is	met	when	the	gift	card	is	actually	used	to	purchase	a	
product.	A	gift	card	is	just	a	place	holder	until	it	is	actually	used	to	buy	an	
Apple	product.	The	performance	obligation	is	for	Apple	to	actually	
provide	the	product	or	service	that	the	person	uses	the	gift	card	to	
purchase.	Once	the	customer	claims	his	purchase,	then	Apple	can	
recognize	revenue	from	the	initial	sale	of	the	gift	card.	This	is	when	Apple	
has	the	right	to	payment	and	when	Apple	physical	transfers	the	product.	
These	are	change	in	control	indicators,	which	means	that	the	
performance	obligation	has	been	met.		
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